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EP/EO:T , 

CERTIFIED M I L  

We have considered your application for recognition of exemption from Federal 
income tax undei section 501 1c) 14) of the Internal Revenue Code and have 
determined that you do not qualify for tax exemption under that section. Our 
reasons for tbir concluuion and the facts on which it is based are explained 
bolo*. 

The purposes of your organization are to represent the lot owners in your 
developaent known as ********, and to make arrangements for maintenance of 
roads, drainage, utility easements and road lighting within the development. 

The activities of the organization consist of coordinating activities related 
to maintenance of the road. landscape, snow removal, an6 other problems 
affecting the status of your Declaration st Restrictions. 

Your income is derived from membership dues. 

Expenses are shown for activities related to y d ~ r  purposes such a9 maintenance 
of the road, landscaping, snow removal and problems affecting the status of 
the covenants. 

Section SOl(c) ( 4 )  of the Code provide8 for the recognition of civic leagues, 
social welfare organixations, or other organizations, not organized for 
profit, but operated exclusively for the proaotion of social welfare. 

Section l.SOl(c)(4)-l(a) ( 2 )  (1) of the Federal Income' Tax hegulations provides 
that an organization is operated exclusively for the promotion of social 
welfare if it is primarily engaged in promoting in some way the common good 
and general welfare of the people of the commu,nity. An organization embraced 
within this rection is one which is operated for the purpose of bringing about 
civic betterments and social improvementr. 

Reven!te Ruling 72-102, published in Cumulative Bulldtin 1972-1 on page 149 
states that a aon-profit or~anization formed to pregerve the appearance of a 
housing development and to maintain streets, ~idewalks, and common areas for 
the uee of remidents is exempt under section 501(c) (4) of the Code. 
Herberehip is required of all owners of real property in the developaent and 



: 

assess.entn are levied to supp~rt tha ot&nizition's activities. It was held 
that by ~aintaining the property normally maintained by municipal goveraments . 
the organization rerved the oommon good md ueneral welfare of the people of 
the community. . . .  

Revenue Ruling 74-99, publirhed in Cwulative ~ ~ 1 1 4 t h  1974-1 on page 131 
modified Revenue Ruling 72-102 by stating guidelines under which a homeowners 
aarociation could qualify for exeaption under section 501 (c1(4) of the Code. 
One guideline is that a hemeownera rrsocfation musk serve a comaunity which 
bears a reasonable recognizable relatioarhip to an area ordinarily identified 
ar governmental in order to qualify under Code section 501 (c) (41 . 
Thia ruling read8 in part; "A cornunity within thr meaning of section 
501(c) (4 )  and the regulations is not aimply an aggregation of homeowners bound 
together in a structural unit formed aa an integral part of a plan for the 
development of a real escate division and the aale,of hones therein. Although 
an exact delineation of tha boundarier of a "community" contemplated by 
section 501(c) (4) is not porsible, the tera is used in that section ha8 
traditionally been construed as having reference to a geographical unit 
bearing a reasonable reaognizabl6 r6lationship to pn araa ordinarily 
identified as a governmental subdivision or a unit'or district thereof." 

The area served by your activities is a private reaidential housing 
development. Such an area does not constitute a "pommunityn within the 
meaning of 501(c) (4)  and the underlying regulationh. 

Revenue Ruling 74-99 also states that a homeowners association must not 
conduct activities directed to the exterior maintenance of private residences 
and that the common areas or facilities must be for the use and enjoyment of 
the public. 

Your Declaration of Restrictions has procedures for maintaining the *****
private residential lots and couon arear of your association. 

Exarples of common areas are roadr, sidewalkr, street lights and parklanes. 
Your Declaration of Restrictionr restricts the ure of your aonnon areas to the 
members who own lots in the developrent. Accera to, or the use and enjoyment 
of the common areas is not extended to the general public. Your conron areas 
&re for the private use of the members of your organization. 

Revenue Ruling 74-99 8tates that Revenue Ruling 72-102 "... was intended only 
to approvb ownership and maintanance by a hombowners asrociation of such areas 
as roadways and parklanee, sidewalks and street li0hts, aaaess to, or the use 
and snjoyaent of whiah is intended to members of the genrral public, as 
dietinguished from controlled ure or access restricted to th6 members of the 
boaeowners association.. .". ' '.. 

' ! ? '.. 



********* ********************** 

Your services do not benefit the community because they are kiraited to the 
**** lot owners served by your asnociation. 

One of the purposes of Revenue Ruling 74-99 is to preclude recognition of 
exemption of homaownars asaocirtioas that serve a private rather than a public 
interest. 

Revenue Ruling 80-63 publirhed in Cumulative Bulletin 1980-1 on page 116 
brings out the point that a homeowner's association that does not represent & 
community cannot restrict the use of its facilities and areaa and be tax 
exempt under 501(c)(4). 

Bared on the information submitted and the applichble law cited above, we 
conclude that you are primarily organized and,.operated to provide services for 
ths personal benefit of your members and not primarily for promoting in some 
way the common good and general welfare of thi people of the community. 
Therefore, you do not quality tor exemption from Federal income tax aa an 
organization described in section 501(c)(4) of the Code. 

In accordance with this determination, you are required to file rorm 1120 for 
federal income tax purposes. 

Your attention is ca?led to Code section 528, which provides certain 
procedures by which qualifying homeomsrs associations may elect to be treated 
re a tax exempt organization. The encloaed Publication 588 describes the 
requirements for exemption under section 528. 

If you do not accept our findings, we recommend that you request a conference 
with a neaber of our Regional Office conference staf,:, Your request for a 
conference ehould include a written appeal giving the facts, law, and any 
other information to support your position as explained in the enclosed 
Publication 892, You will then be contacted to arrange a date for a 
conference. The conference may be held at the Regional Office, or if you 
rsquest, at any mutually convenient District Office. If we do not bear from 
you within 30 days from the date of this letter, this determination will 
become final. 

Sincerely yours, 

District @!rector 
I 1  
I ' 

Enclosures: Publication 892 
Publication 588 


